REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON THE FINANCIAL STATEMENTS OF JOE 
MOROLONG LOCAL MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2010 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Joe Morolong 
Local Municipality, which comprise the statement of financial position as at 

30 June 2010, the statement of financial performance, statement of changes in net 
assets and cash flow statement for the year then ended, a summary of significant 
accounting policies and other explanatory information, as set out on pages 3 to 47. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with the South African Standards of 
Generally Recognised Accounting Practice {SA Standards of GRAP) and in the 
manner required by the Municipal Finance Management Act of South Africa, 2003 
(Act No. 56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 2009 
(Act No. 12 of 2009} (DoRA). This responsibility includes designing, implementing 
and maintaining internal control relevant to the preparation and fair presentation of 
financial statements that are free from material misstatement, whether due to fraud 
or error, selecting and applying appropriate accounting policies and making 
accounting estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 
1996), section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA) and section 126(3) of the MFMA, my responsibility is to express an opinion on 
the financial statements based on conducting the audit in accordance with the 
International Standards on Auditing and General Notice 1570 of 2009 issued in 
Government Gazette 32758 of 27 November 2009. Because of the matters 
described in the basis for disclaimer of opinion paragraphs, however, I was notable 
to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Property, plant and equipment 

4. Property, plant and equipment were disclosed as R56 994 027 (30 June 2009: 

R22 089 565) in note 9 to the financial statements. The completeness, existence, 
rights, valuation and allocation of property, plant and equipment disclosed as 
R22 089 565 for the year ended 30 June 2009 could not be confirmed. The 
existence of and rights to assets amounting to R3 714 705 disclosed in the 2009-10 
financial year could not be confirmed because the asset register did not contain all 
the fields necessary to permit the identification of assets. The valuation and 
allocation of assets could not be confirmed, as 1 could not obtain sufficient 
appropriate audit evidence for additions amounting to R31 063 929. A number of 
assets identified on the premises of the municipality could not be traced to the asset 
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register, with the result that the completeness of assets could not be confirmed. 

There were no satisfactory alternative audit procedures that I could perform. 

Commitments 

5. Commitments were disclosed as R59 355 000 (30 June 2009: R51 866 597) in note 
39 to the financial statements. The completeness and valuation of commitments 
could not be confirmed due to lack of a commitment register and a system to 
account for commitments. The municipality’s records did not permit the application of 
alternative audit procedures. 

irregular expenditure 

6. irregular expenditure was disclosed as R33 136 216 (June 2010: R6 261 332) in note 
33.3 to the financial statements. I was unable to perform satisfactory audit procedures 
to obtain reasonable assurance on the completeness of irregular expenditure with 
regard to non-adherence to supply chain management regulations. 

Revenue 

7. Revenue from non-exchange transactions was disclosed as R82 464 625 (30 June 
2009: R74 050 329) in the statement of financial performance, The completeness, 
accuracy, occurrence, classification and cut-off of this revenue could not be 
confirmed, as I could not obtain sufficient appropriate audit evidence for government 
grants and subsidies amounting to R15 868 767. There were no satisfactory 
alternative audit procedures that I could perform. 

8. Revenue from exchange transactions was disclosed as R1 299 388 (30 June 2009: 

R2 055 360) in the statement of financial performance. The completeness of revenue 
from exchange transactions could not be confirmed, as the municipality did not 
charge any consumer for the use of water, sewerage services, refuse services and 
property rates. 

Cash and cash equivalents 

9. Cash and cash equivalents were disclosed as R29 085 680 (30 June 2009: 

R34 795 384) in note 17 to the financial statements. I was unable to perform 
satisfactory audit procedures to obtain reasonable assurance on the valuation, 
allocation, existence, rights and obligations, as sufficient appropriate audit evidence 
could not be obtained for transactions amounting to R7 513 233 which were 
processed against cash and cash equivalents. The municipality's records did not 
permit the application of alternative audit procedures. 

10. I was unable to determine whether the cash flow statement and the related notes 
were accurate and complete due to the material effect on the cash flow statement 
and related notes of scope limitations and identified misstatements as reported in 
this report. 

Taxes 

1 1 . Accounting policy note 1.25 prescribes the accounting treatment of value-added tax. 
Input tax was understated and expenditure overstated by R1 284 750, as value- 
added tax was incorrectly recorded in the accounting records of the municipality. 

Input tax claimed as per the accounting records did not agree to the amount claimed 


2 



as per the value-added tax returns. This resulted in the understatement of value- 
added tax receivable by R723 871. 

Expenditure 

12. The accuracy, classification and occurrence of expenditure disclosed as 

R32 828 130 (30 June 2009: R37 627 624) in the statement of financial performance 
could not be confirmed. I could not obtain sufficient appropriate audit evidence for 
repairs and maintenance, other operating grant expenditure and general expenditure 
amounting to R6 931 501 and credit entries amounting to R647 415 passed against 
these expenditure items. Sufficient appropriate audit evidence could not be obtained 
for debit journal entries amounting to R1 93 403 passed against these expenditure 
items. Instances were noted where recurring expenses were not recorded in the 
accounting records. 

13. Expenditure amounting to R350 472 relating to the 2010-11 financial year and 
expenditure amounting to R201 553 relating to the 2008-09 financial year were 
recorded in the current financial year. This resulted in the overstatement of 
expenditure and the understatement of prepaid expenditure and accumulated funds. 
Property, plant and equipment were overstated and expenditure was understated in 
the financial statements due to expenditure amounting to R169 005 which was 
erroneously capitalised to property, plant and equipment. The municipality's records 
did not permit the application of alternative audit procedures. 

Finance leases 

14. Finance leases were disclosed as R504 158 (30 June 2009: R697 817) in note 2 to 
the financial statements. No supporting documentation could be obtained to confirm 
the completeness, valuation and existence of and rights and obligations pertaining to 
finance leases. I was unable to quantify the effect of the cell phone subscriptions on 
finance leases as sufficient appropriate audit evidence could not be obtained. The 
municipality’s records did not permit the application of alternative audit procedures. 

Trade and other receivables from exchange transactions 

1 5. The completeness, existence and valuation of and rights and obligations pertaining 
to trade and other receivables from exchange transactions disclosed as R574 168 
(30 June 2009: R51 4 326) in note 14 to the financial statements could not be 
confirmed. Sufficient appropriate audit evidence could not be obtained to confirm 
debtors amounting to R392 329 included in the year-end receivable balances. The 
records of the municipality did not permit the application of alternative audit 
procedures, 

Fruitless and wasteful expenditure 

16. Fruitless and wasteful expenditure was disclosed as R366 800 (June 2010: R66 800) 
in note 33.2 to the financial statements. The existence and valuation of fruitless and 
wasteful expenditure could not be confirmed, as sufficient appropriate audit evidence 
could not be obtained for expenditure amounting to R300 000. The municipality’s 
records did not permit the application of alternative audit procedures. 

17. The completeness of fruitless and wasteful expenditure could not be confirmed 
because the following was not disclosed as fruitless and wasteful expenditure in the 
financial statements: 
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® The municipality incurred fruitless and wasteful expenditure of R39 972 due to 
incorrect payments to employees. 

® The municipality Incurred interest expenditure amounting to R11 1 53 due to 
late payments. 

® The municipality incurred cell phone costs for employees who had resigned 
and unknown numbers amounting to R151 788. 

Trade and other payables from exchange transactions 

18. Trade and other payables from exchange transactions were disclosed as 

R5 049 328 {30 June 2009: R4 407 115) in note 6 to the financial statements. I could 
not obtain sufficient appropriate audit evidence for payables amounting to R238 444 
(30 June 2009: R3 651 877). The municipality's records did not permit the 
application of alternative audit procedures. Consequently, I was unable to perform 
satisfactory audit procedures to obtain reasonable assurance on the completeness, 
existence, valuation and allocation of and rights and obligations pertaining to 
payables. 

Employee benefits 

19. Current employee benefits were disclosed as R1 464 512 (30 June 2009: R362 867) 
in note 4 to the financial statements. The completeness and valuation of current 
employee benefits could not be confirmed as leave accrued according to the system 
was inaccurate. Sufficient appropriate audit evidence could not be obtained for an 
unexplained difference amounting to R171 543. The municipality's records did not 
permit the application of alternative audit procedures. 

Inventory 

20. The completeness of inventory disclosed as R517 872 (30 June 2009: RO) in note 13 
of the financial statements could not be confirmed. Inventory not utilised by the 
municipality was identified and an inventory count was not conducted on certain 
inventory items. The municipality’s records did not permit the application of 
alternative audit procedures. 

Disclaimer of opinion 

21 . Because of the significance of the matters described in the basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. Accordingly, I do not express an 
opinion on the financial statements. 

Emphasis of matter 

i draw attention to the matters below. My opinion is not modified in respect of these matters. 

Unauthorised expenditure 

22. As disclosed in note 33.1 to the financial statements, unauthorised expenditure of 
R3 209 498 was incurred due to the overspending of main divisions within the 
budget, namely R285 894 on council, R85 042 on community, R45 847 on planning 
and development, R1 979 431 on corporate services, R1 53 430 on finance and 
R359 853 on water services. 
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Additional matters 


I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Material Inconsistencies in other information included in the annual report 

23. 1 have not obtained the other infonmation included in the annual report and have not 
been able to identify any material inconsistencies in the financial statements. 

Unaudited supplementary information 

24. The supplementary information set out in appendices A to D does not form part of 
the financial statements and is presented as additional information. I have not 
audited these schedules and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

25. In terms of the PAA and General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009 , 1 include below my findings on the report on 
predetermined objectives, compliance with the MFMA, DoRA, the Local Government: 
Municipal Systems Act of South Africa. 2000 (Act No. 32 of 2000) (MSA), and 
financial management (internal control). 

Report on predetermined objectives 

26. 1 could not conduct an audit of performance against predetermined objectives, as the 
municipality did not prepare an annual performance report as required by section 46 
of the MSA. 

Compliance with laws and regulations 

Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 

27. Creditors were not always paid within 30 days from receipt of an invoice as required 
by section 65(2)(e). 

28. The accounting officer did not ensure that full and proper records of the financial 
affairs of the municipality are kept in accordance with prescribed norms and 
standards as required by section 62(1)(b). 

29. The accounting officer did not ensure that the municipality has and maintains 
effective, efficient and transparent systems of internal control as required by section 
62(1 )(c). 

30. The accounting officer did not report to council on the overspending of the 
municipality's budget as required by section 70(1). 

31 . The municipality's financial statements were not submitted within two months after 
the end of the financial year as required by section 1 26. The financial statements 
were submitted on 3 February 2011. 

32. The accounting officer did not submit monthly budgets in the required format to the 
mayor and relevant provincial treasury as required by section 71 . 

33. Non-compliance with the MFMA was not reported in the financial statements as 
required by section 125(2). 

34. The municipality did not adhere to all the requirements that should form part of the 
annual report as per section 121 . 
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35. The accounting officer did not assess the performance of the municipality during the 
first half of the year and subsequently did not submit a report on such assessment to 
the mayor, the National Treasury and provincial treasury as required by section 72. 

36. A portion of the current year capital expenditure was not approved by council as 
required by section 19(1), 

37. The municipality developed a system of delegations as prescribed by section 79; 
however, the municipality had deviated from these delegations. 

38. The accounting officer did not inform the mayor, the MEC for Local Government in 
the province and the Auditor-General, in writing, of the unauthorised, irregular and 
fruitless and wasteful expenditure incurred by the municipality, as prescribed by 
section 32{4){a). 

39. Unauthorised, irregular and fruitless and wasteful expenditure incurred by the 
municipality was not recovered from the person liable for that expenditure as 
prescribed by section 32. 

40. The individual councillors' arrear consumer accounts were not disclosed in a note to 
the financial statements as prescribed by section 124(1)(b). 

Division of Revenue Act of South Africa, 2009 (Act No. 12 of 2009) (DoRA) 

41 . The municipality did not report on grants received on a quarterly basis as required by 
section 11(2){c). 

42. The municipality did not, within two months after the end of the financial year, 
evaluate its performance in respect of programmes or functions funded or partially 
funded by an allocation and submit such evaluation to the transferring national officer 
as prescribed by section 12. 

Value-Added Tax Act of South Africa. 1991 (Act No. 89 of 1991) (VAT) 

43. The municipality did not submit VAT returns to SARS for two months during the year 
as prescribed by section 28. 

44. The municipality ciaimed input tax amounting to R5 768 694 on invoices that did not 
meet the requirements of a valid VAT invoice as prescribed by section 20. 

The Supply Chain Management Regulations 

45. The municipality did not report deviations in the council meetings and did not disclose 
the deviations in a note to the financial statements, as prescribed by section 36. 

46. Requests for the procurement of goods or services exceeding R30 000 were not 
advertised, as required by section 18(a) and 22(1)(a). 

47. Evidence could not be obtained to verify that a bid specification committee was 
appointed and that they performed their duties as prescribed by section 27. 

48. Evidence could not be obtained to verify that the additional information was obtained 
relating to bids exceeding RIOm as prescribed by section 21(d)(i). 
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INTERNAL CONTROL 


49. 1 considered internal control relevant to my audit of the financial statements and the 
report on predetermined objectives as well as compliance with the MFMA and DoRA, 
but not for the purpose of expressing an opinion on the effectiveness of internal 
control. The matters reported below are limited to the significant deficiencies 
regarding the basis for disclaimer of opinion paragraphs, the findings on the report 
on predetermined objectives and the findings on compliance with laws and 
regulations. 

Leadership 

50. The leadership of the municipality did not set the correct tone at the top. The 
municipal manager was on maternity leave during the year, resulting in a lack of 
continuity of leadership. Senior management did not respect and adhere to internal 
controls, which resulted in unauthorised, irregular and fruitless and wasteful 
expenditure being incurred and not detected by management. 

51. Oversight responsibility over preparation of financial statements, report on 
predetermined objectives, compliance with the laws and regulations and internal 
control was not exercised by the accounting officer. Leadership has not ensured that 
there were processes in place to ensure that reviews took place before submission of 
information. This was also evidenced by the numerous instances of errors in the 
financial statements, non-compliance with laws and regulations and the internal 
control deficiencies that were noted throughout the audit process. 

52. The lack of decisive action to mitigate emerging risks, implement timely corrective 
measures and address non-performance was evidenced by the failure of 
management to adequately address the external audit findings in a timely manner. 
The municipality failed to properly analyse the control weaknesses and implement 
appropriate foliow-up actions which adequately address the root causes. This has 
resulted in the audit findings from the prior year report being repeated in the current 
year. 

Financial management 

53. The municipality did not have proper record-keeping and record management 
processes to ensure that the documentation supporting the amounts and disclosures 
in the financial statements was properly filed and easily retrievable. 

54. Consultants had to prepare the bank reconciliations and financial statements due to 
inadequate financial skills in the municipality. The financial statements contained 
errors and the municipality was given the opportunity to correct the mistakes. 

55. There was a lack of internal control at the municipality and the basic financial 
disciplines such as property, plant and equipment, payables and receivables 
reconciliations were not performed. Work performed by junior officials was not 
reviewed, which resulted In numerous undetected errors. 

56. Manual and/or automated controls were not designed to ensure that the transactions 
had occurred, were authorised, and were completely and accurately processed. 
Quality, reliable monthly reconciliations and management information were not 
prepared by the municipality. Corrective measures were not implemented to address 
shortcomings in the financial statements and related systems. 

57. Management and staff did not fulfil their duties and responsibilities and did not accept 
responsibility for work performed. Certain staff members did not understand the 
financial reporting framework. 
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Performance management 

58. The municipality did not monitor and record performance against predetermined 
objectives as the function was not delegated to an official. 

Governance 

59. The municipality did not identify risks relating to the achievement of financial reporting 
objectives. Consequently, controls were not developed to prevent, detect and correct 
material misstatements in financial reporting objectives. 

60. The municipality utilised the shared internal audit services within John Taolo 
Gaetsewe District Municipality. The work of the internal audit division was inadequate 
for purposes of the audit as the unit was not adequately staffed to meet its 
responsibilities as set out in section 165 of the MFMA. The following were noted: 

• The internal auditors did not use a systematic method to select their samples. 

• Performance information was not audited during the 2009-10 financial year. 

• The approach used by the internal auditors differs substantively from the 
approach used by the external auditors and therefore it was not possible to 
use the work performed by the internal auditors for external audit purposes. 

61 . The municipality utilised the shared audit committee within John Taolo Gaetsewe 
District Municipality. The audit committee did function throughout the year, but did not 
fulfil all its responsibilities as set out in section 166 of the MFMA. The following were 
noted: 

• The audit committee did not review the financial statements of the 
municipalities before they were submitted for auditing. 

• On inspection ofthe minutes ofthe audit committee meetings, it was noted 
that the audit committee does not review the performance management 
systems and did not make recommendations to council in this regard. 




Kimberley 
3 June 2011 
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Auditing to build public confidence 
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